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Terminology Department
Conducted by the Committee on Terminology of the American
Institute of Accountants
The committee on terminology is glad to report that, in response to its urgent
invitation, it has received three interesting letters regarding the definitions pub
lished in the December issue of The Journal of Accountancy. All the
writers express pleasure that the work of the committee has been resumed and
each deals with a different item of interest.
With reference to the definition of a certified public accountant it is pointed
out that no mention is made of the fact that experience is required in addition to
the other qualifications which are named. The rules of the different states vary
greatly as to the amount of experience required by an applicant for a C. P. A.
certificate, but the committee welcomes the criticism and suggests the addition
of the word “experience” after the word “education”. The definition will then
read:

ACCOUNTANT, CERTIFIED PUBLIC
An accountant to whom a state has given a certificate showing that he
has met its requirements as to age, education, experience, residence,
nationality and moral character and that he has passed the prescribed exam
inations in proof of his professional ability. Such an accountant is per
mitted to use the designation C. P. A. as an abbreviation after his name in
the state which grants the certificate.
It will be seen that the requirement as to nationality is also added, as some
states decline to grant a certificate to an alien.
Another letter brings out two interesting ideas. The writer reminds us that
accountants are frequently requested to report on operations for a stated period,
which often does not coincide with any fiscal year, and suggests the use of the
term “income audit” for such examinations.
The committee is in hearty sympathy with the writer’s desire to emphasize
the constantly growing realization of the relative importance of operating ac
counts. Formerly, one school of accountants considered a balance-sheet as a
final and conclusive statement;later,it was generally recognized that it is seldom
a statement of facts, but rather an expression of opinion, although always indis
pensable (apart altogether from its use for credit purposes) as a confirmation of
the statement of profits and as an indication of the possibility of paying out those
profits in due course.
It was this idea which led the committee to change slightly the definition of a
balance-sheet audit as given in the federal reserve bulletin, so as to emphasize
somewhat the necessity of examining the operating accounts.
The committee’s definition has, however, been misunderstood by one or two
accountants, who thought that it permitted less examination of operating ac
counts than the federal reserve bulletin. The committee would, therefore, add
to its definition, so as to make doubly sure the words “the permissible mini
mum being not less than that prescribed by the federal reserve bulletin.”
The committee leans to the opinion that an examination of operating ac
counts, for an irregular period, would fall under the definition given for “spe
cial audit” or “examination,” and that no new term is required.
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It might accurately be described as an “income audit,’’ as suggested by the
correspondent, but the members feel that this is not a current expression and
that they are not commissioned to introduce new terms, but to define those
which are in general use. This question was discussed by them in relation to
the use of terms suggested by current authorities in recent editions of their
books.
The third correspondent deals with one of the most important definitions
published, namely that of a balance-sheet audit, and suggests that the definition
given in the December issue of the Journal does not give “a definite, concise”
description of such an audit.
The committee welcomes discussion on this point, but at present does not
feel able to suggest anything more definite. As has been said above, the duty
of the committee is to draw suggestive definitions of words and terms in current
use; it would be transgressing its bounds if it suggested new phrases or at
tempted to furnish instructions which would be proper in a manual of account
ing. It can go no further in such directions than to suggest that certain words
should be used only to express certain specified meanings, or that the use of cer
tain other words should be limited or abandoned.
The circumstances place any such committee as the present on the horns of a
dilemma: on the one side are these limitations, on the other is the necessity to
define something which may vary in degree from a statement of condition of a
large manufacturing, industrial or financial concern, with numerous affiliated
and subsidiary concerns involving every kind of technicality known to account
ancy, to one for a small retail store involving merely a verification of current
assets and liabilities. The present committee feels that the definition of any
such thing must, of necessity, be expressed in terms so broad that it may be sub
ject to the charge of indefiniteness and that the circumstances of each case must
determine the particular work to be done and the account of that work to be
given in the report.
These remarks are not to be taken as an apology but rather as written in the
most friendly yet provocative spirit, in the hope that they may lead to further
discussion of an important matter.
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